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European  Recovery  Program:  Problems  and  Prospects 

BY  HAROLD  H.  HUTCHESON 


RECONSTRUCTION  of  the  war-ravaged  econ¬ 
omy  of  Europe  poses  many  knotty  problems — so¬ 
cial,  political,  monetary,  and  so  on — to  which  there 
are  no  ready  and  simple  solutions.^  It  presents  an 
unprecedented  challenge  to  economic  statesman¬ 
ship.  Although  planning  for  the  transition  from 
war  to  peace  economy  was  begun  long  before  V-E 
Day,^  the  impact  of  the  two  world  wars,  a  great 
depression  and  colonial  unrest  on  the  economic 
life  of  Europe  was  not  correctly  appraised.  For  ex¬ 
ample,  the  physical  loss  of  wealth  was  anticipated 
with  a  fair  degree  of  accuracy;  but,  as  Secretary  of 
State  Marshall  said  at  Harvard  University  on  June 
5,  1947,  “it  has  become  obvious  during  recent 
months  that  this  visible  destruction  was  probably 
less  serious  than  the  dislocation  of  the  entire 
fabric  of  European  economy.”^  In  other  words,  the 
recuperative  power  of  the  devastated  areas  has 
proved  much  lower  than  the  estimates  of  the  ex¬ 
perts  in  1945. 

The  intergovernmental  agencies  set  up  in  that 
year  to  promote  economic  revival,  and  the  large 
post-war  grants  and  credits  extended  by  the  United 
States  (more  than  $15  billion),  Canada  (more  than 
$2  billion),  Sweden  (the  equivalent  of  about  $800 
million),  and  the  United  Kingdom  (some  3.3  bil¬ 
lion  measured  in  dollars)  have  proved  inadequate. 
Recovery  to  date  has  not  been  sufficient  to  make 
the  economy  of  Western  Europe  a  going  concern. 
In  several  countries  there  are  signs  that  the  for¬ 
ward  momentum  thus  far  achieved  is  being  lost. 
During  this  winter,  a  fuel  and  food  shortage  more 
acute  than  that  of  last  year  is  certain.  Moreover,  as 
Secretary  Marshall  and  his  associates  have  point¬ 
ed  out,  additional  assistance  must  be  provided  if 

1.  Cf.  Henry  Hazlitt,  Will  Dollars  Save  the  World"^  (New 
York,  Appleton-Century,  1947). 

2.  H.  H.  Hutcheson,  “International  Agencies  for  European 
Reconstruction,”  Foreign  Policy  Reports,  July  15,  1947. 

3.  G.  C.  Marshall,  “European  Initiative  Essential  to  Economic 
Recovery,"  Department  of  State  Bulletin,  June  15,  1947,  p.  1159. 

4.  International  Bank  for  Reconstruction  and  Development, 
Second  Annual  Report  (Washin^on,  1947),  p.  7.  Other  coun¬ 
tries  have  also  extended  foreign  aid.  For  details,  see  M.  A.  Kriz, 
Postwar  International  trending,  Princeton  Essays  in  International 
Finance,  No.  8,  1947. 


in  the  long  run  Europe  is  to  develop  a  viable 
economy.’ 

The  terms  on  which  this  country  would  make 
additional  contributions  of  its  resources  to  help 
Europe  attain  a  self-sustaining  economic  system 
were  outlined  by  the  Secretary  of  State  in  his  June 
5  address.  With  the  Soviet  Union  and  its  satellites 
abstaining,  sixteen  Western  European  nations  ac¬ 
cepted  the  Marshall  proposal,  the  keynote  of  which 
was  maximum  self-help  in  return  for  further 
American  support.  Meeting  continuously  in  Paris 
from  July  12  to  September  22,  experts  of  the  par¬ 
ticipating  governments  devised  a  four-year  produc¬ 
tion  program.  But  even  should  Congress  give  gen¬ 
erously,  the  task  of  making  the  devastated  coun¬ 
tries  self-supporting  with  a  reasonable  standard  of 
living  will  be  both  difficult  and  prolonged.  The 
alternative,  however,  is  further  social  and  economic 
disintegration,  which  might  well  defeat  American 
foreign  policy  aims  in  Europe. 

EUROPE’S  PRE-WAR  ECONOMY 

Broadly  stated,  economic  reconstruction  is  not 
merely  a  matter  of  rebuilding  particular  productive 
facilities — ports,  plants,  and  so  forth —  but  rather 
the  rehabilitation  and  further  development  of  en¬ 
tire  national  economies.  There  are  two  phases  to 
this  vast  undertaking:  restoration  of  an  adequate 
and  efficient  capacity  to  produce;  and  creation  of  a 
system  of  trade  relationships  both  in  Europe  and 
with  other  continents  whereby  the  gains  of  terri¬ 
torial  division  of  labor  can  be  maximized,  while  a 
high  level  of  output  and  employment  is  main¬ 
tained.  Given  the  fact  that  before  the  war  Western 
Europe  normally  accounted  for  nearly  one-half  of 
the  total  value  of  international  trade,  such  a  trans¬ 
formation  of  its  economy  is  in  effect  a  transforma¬ 
tion  of  the  world  economic  system.  The  obstacles 
to  be  overcome,  moreover,  are  not  simply  those 
resulting  from  the  impact  of  World  War  II;  there 

5.  See  .Marshall’s  statement  ui  September  10,  SJew  Yorl(  Times, 
Se|iember  ii,  1947:  aisc,  address  by  Under-Secretary  of  State 
Aclieson,  “The  Retiiiirements  of  Reconstruction,”  Department 
of  State  Bulletin,  May  iS,  1947. 
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is  the  further  consideration  that  long  before  1939 
the  economic  position  of  Europe,  particularly  the 
United  Kingdom,  had  been  undergoing  a  rela¬ 
tive  decline.  In  short,  there  are  both  old  and  new 
problems  to  be  solved  in  planning  reconstruction 
and  development. 

An  important  long-term  factor  in  the  present 
plight  of  Europe  is  the  failure  in  the  past  to  effect 
a  satisfactory  adjustment  to  the  changing  pattern 
of  world  trade  and  industry.  The  nineteenth  cen¬ 
tury  network  of  international  commerce  had  been 
centered  upon  the  northern  and  western  countries. 
Following  the  lead  of  Britain,  these  nations  be¬ 
came  highly  industrialized,  achieving  the  position 
of  “the  world’s  workshop.”  Although  France  re¬ 
tained  a  nearly  balanced  agro-industrial  economy, 
the  others  in  varying  degrees  increased  their  de¬ 
pendence  on  foreign  markets,  both  as  a  source  of 
food  and  raw  materials — ^^without  which  they  could 
not  have  achieved  such  a  high  level  of  output — and 
as  an  outlet  for  manufactures  and  services  ex¬ 
changed  for  these  imports.  Elsewhere  in  Europe, 
the  predominance  of  agrarian  pursuits  remained 
largely  unchanged;  markets  for  surplus  grain  and 
other  farm  products  increased  as  the  population  of 
the  industrial  areas  became  more  and  more  urban¬ 
ized.  Thus,  within  Europe  and  in  transactions 
with  other  continents,  an  intricate  pattern  of  trade 
was  developed  on  the  basis  of  territorial  division 
of  labor.  While  this  trade  pattern  enabled  the  in¬ 
dustrial  countries  to  enjoy  a  high  standard  of  liv¬ 
ing,  their  continued  prosperity  required  not  only 
a  peaceful,  well-functioning  world  economy  but 
also  a  high  degree  of  adaptability  to  meet  the  in¬ 
evitable  appearance  of  competition  in  foreign  mar¬ 
kets.  Other  areas  of  the  world,  however,  notably 
the  United  States  and  Japan,  developed  a  consid¬ 
erable  manufacturing  enterprise,  and  the  lead  orig¬ 
inally  enjoyed  by  Europe  was  thereby  cut  down. 
At  the  same  time,  the  competitive  advantages  of 
large-scale  grain  production  in  the  Western  Hem¬ 
isphere  steadily  improved,  and  grain  exports  to  the 
old  world  created  difficulties  for  small-scale  Euro¬ 
pean  farmers. 

These  trends  were  accelerated  by  World  War  I, 
which  reduced  the  resources  Europe  had  at  its  dis¬ 
posal  for  necessary  adjustments  to  the  changing 
conditions  of  trade  and  industry.  During  the  de¬ 
cade  following  1919,  prosperity  was  not  widespread 
—in  Britain,  for  example,  more  than  a  million 
workers  were  constantly  unemployed.  Such  equi¬ 
librium  as  was  attained  in  the  world  economy 
proved  highly  unstable,  for  it  depended  to  a  large 
extent  on  a  sizeable,  but  unsteady,  export  of  Amer¬ 
ican  capital  which  was  not  always  constructively 


invested.^  Moreover,  in  1919  there  was  little  plan¬ 
ning  for  post-war  emergency  conditions.  Interallied 
action  to  meet  urgent  requirements  of  raw  ma¬ 
terials  and  essential  manufactures  was  lacking; 
faced  with  acute  shortages,  most  European  coun¬ 
tries  were  forced  to  husband  their  meagre  resources 
by  imposing  restrictions  on  foreign  trade.  In  short, 
“commercial  policy  was  driven  from  the  outset 
down  the  wrong  road  and  never  found  another.”^ 

Although  from  1920  to  1929  the  general  trend  of 
commercial  policy  was  toward  the  restoration  of  a 
trade  pattern  comparable  to  that  prevailing  before 
1914,  the  rise  in  tariff  barriers  was  almost  uninter¬ 
rupted.®  The  effect  of  this  trade  restrictionism, 
however,  was  mild  in  comparison  with  what  hap¬ 
pened  during  the  depression  of  the  1930’s  when 
nearly  every  country  imposed  isolationist  and  dis¬ 
criminatory  controls.  To  overcome  balance-of-pay- 
ments  difficulties,  the  industrial  countries  of  Europe 
encouraged  an  unsound  expansion  of  farm  output 
— especially  cereals — by  import  curbs  and  price  reg¬ 
ulation.  In  Southeastern  Europe,  on  the  other  hand, 
uneconomic  manufacturing  enterprise  was  pro¬ 
moted  by  protectionist  policies,  while  little  was 
done  to  increase  the  productivity  of  agriculture, 
traditional  mainstay  of  this  region.^  Throughout 
Europe — and  elsewhere — economic  policy  aimed  at 
greater  self-sufficiency,  a  trend  strengthened  by  in¬ 
ternational  mistrust. 

Britain,  whose  share  in  world  trade  was  larger 
than  that  of  any  other  country,  maintained  more 
or  less  unchanged  its  traditional  regime  of  freer 
trade  until  1931 ;  but  this  was  not  a  symbol  of  eco¬ 
nomic  power,  for  Britain’s  relative  position  as  an 
exporter  had  steadily  declined.  Tariff  protection 
and  exchange  depreciation  of  sterling  improved 
somewhat  the  balance-of-payments  situation;  how¬ 
ever,  in  1938  British  exports  (by  quantity)  were 
still  two-fifths  below  the  1913  volume,  while  im¬ 
ports  were  greater  by  25  per  cent.  Throughout  the 
interwar  period,  the  larger  purchases  abroad  were 
made  possible  by  the  increasingly  favorable  rate  at 
which  exports  were  exchanged  for  imports,  and — 
after  1930— by  a  drain  on  overseas  investments  to 

6.  The  burden  of  war  debts  and  reparations  made  the  achieve¬ 
ment  of  lasting  stability  and  balance  all  the  more  difficult;  the 
outflow  of  American  capiul,  however,  partly  offset  this  handicap. 

7.  League  of  Nations,  Europe's  Overseas  Needs,  I9ig-ig20, 
and  How  They  Were  Met  (Geneva,  1943),  p.  48. 

8.  Ibid.,  Commercial  Policy  in  the  Interwar  Period,  1942;  O. 
Delle  Donne,  European  Tariff  Policies  (New  York,  Adelphi, 
1928);  and  Leo  Pasvolsky,  Economic  Nationalism  of  the  Dan- 
ubian  States  (New  York,  Macmillan,  1928). 

9.  Royal  Institute  of  International  Affairs,  South-Eastern  Eu¬ 
rope,  A  Political  and  Economic  Sttruey  (New  York,  Oxford 
University  Press,  1939);  and  ibid..  Agrarian  Problems  from  the 
Baltic  to  the  Aegean,  1944. 
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close  the  gap  in  the  balance  of  payments.*®  The 
growth  of  industry  and  income  in  other  countries 
had  not  increased  British  exports  proportionately.** 
One  reason  for  this  was  the  rising  tide  of  protec¬ 
tionism  abroad;  but  another  important  factor  was 
the  failure  of  British  industry  to  maintain  its  com¬ 
petitive  efficiency  through  modernization.*^ 

As  a  result  of  the  1931  British  tariff  policy  and 
the  modifications  which  other  nations  made  in 
their  foreign  trade  controls  during  the  great  de¬ 
pression  of  the  1930’s,  a  substantial  change  was 
wrought  in  the  pattern  of  European — and  thus  of 
world — commerce.  Not  only  was  there  a  decline 
in  the  volume  of  total  trade;  there  was  also  ar  im¬ 
portant  change  in  commercial  relationships.  The 
system  of  offsetting  trade  balances  through  tri¬ 
angular  and  multilateral  commerce,  which  had 
been  developed  over  the  course  of  several  decades, 
was  seriously  crippled.*^  Confronted  with  a  grow¬ 
ing  problem  of  idle  resources,  governments  in¬ 
creased  the  protection  given  home  producers;  at  the 
same  time  a  determined  effort  was  made  to  main¬ 
tain  exports  through  bilateral  agreements,  and — 
where  possible — through  the  promotion  of  regional 
trade.  Directly  and  indirectly,  the  restrictive  meas¬ 
ures  reduced  trade  balances  between  countries,  and 
in  the  process  the  routes  by  which  transfers  had 
been  effected  between  debtors  and  creditors  were 
altered.  Whereas  such  international  payments  had 
hitherto  been  accomplished  in  a  roundabout  way, 
involving  trade  with  and  between  several  countries, 
many  of  these  transactions  were  now  made  directly 
between  the  two  nations  concerned.  Thus,  the 
United  Kingdom,  France,  Belgium,  and  the  Neth¬ 
erlands  had  an  aggregate  favorable  balance  of  S602 
million  in  trade  with  their  dominions  and  overseas 
territories  in  192S — even  though  a  large  part  of  the 
income  on  foreign  account  of  the  mother  countries 
came  from  investments  in  these  areas;  but  in  1938, 
they  had  an  unfavorable  merchandise  balance  of 
$686  million  with  their  empires.  The  income  due 
them  as  creditors  was  therefore  collected  in  large 
part  directly.'"*  As  a  result,  intra-European  trade 
was  also  affected, 

10.  G.  I).  A.  MacDougall,  “Britain’s  Foreign  Trade  Problem,” 
Economic  loiinial  (London),  March  1947,  pp.  79-80. 

11.  Ibid.,  p.  82. 

12.  The  volume  of  domestic  investment — the  point  of  growth 
and  improvement  in  an  economy — was  not  on  a  sufficiently 
large  Kale.  It  may  well  be  that  even  though  the  export  of  Brit¬ 
ish  capital  after  1919  was  less  than  before  the  war,  the  outflow 
was  at  the  expense  of  a  more  efficient  home  industry.  Accord¬ 
ing  to  the  Macmillan  Committee  on  Finance  and  Industry,  Lon¬ 
don  financial  institutions  were  in  some  respects  “more  highly 
organised  to  provide  capital  to  foreign  countries  than  to  British 
industry.”  See  Cmd.  3897  (1931),  p.  171. 

13.  League  of  Nations,  Europe's  Trade  (Geneva,  1941),  pp. 

36-37. 

14.  Ibid.,  p.  36. 


In  short,  economic  policy  in  Europe  after  1930 
increasingly  emphasized  employment  rather  than 
productivity,  domestic  stability  rather  than  the 
gains  of  foreign  trade,  and  consumer  demand  in¬ 
stead  of  savings  and  investment.  The  outcome  was 
a  greater  degree  of  state  intervention  and  more  in¬ 
tense  economic  nationalism.  But  apart  from  Ger¬ 
many,  where  the  production  of  armaments  was 
greatly  expanded,  success  in  solving  the  problem  of 
employment  was  not  noteworthy.  As  late  as  1939, 
in  some  of  the  leading  democratic  nations  the  per¬ 
centage  of  the  working  population  lacking  employ¬ 
ment  was  disturbingly  high.*'  Accordingly,  a  con¬ 
siderable  loss  of  production  occurred  in  the  free 
world.  This  is  one  reason  why  the  victims  of  Nazi 
aggression  were  so  poorly  prepared  to  defend  them¬ 
selves. 

IMPACT  OF  WORLD  WAR  II 

The  conflict  of  1939-45  was  the  third  major  catas¬ 
trophe  in  a  single  generation  for  Europe;  within 
the  compass  of  twenty-five  years  the  cycle  of  events 
was  that  of  war,  followed  by  an  unstable  recovery, 
a  prolonged  depression,  and  another  war.  Twice 
German  aggression  has  been  successfully  resisted, 
but  this  time  the  price  paid  for  the  victory  has  been 
tremendous — never  in  modern  history  have  there 
been  such  destruction  and  disruption  of  economic 
life  in  Europe  as  since  1939.  For  Britain,  losses 
sustained  during  the  war  are  estimated  at  not  less 
than  25  per  cent  of  that  country’s  national  wealth;*^ 
other  European  nations  experienced  comparable  de¬ 
clines  in  their  assets,  and  in  some  instances — Poland, 
(Jreece  and  Italy — the  damage  wrought  was  even 
larger.'^ 

In  considerable  part,  this  undermining  of  the  pro¬ 
ductive  capacity  of  Europe  was  the  direct  result  of 
the  operations  of  competing  military  forces,  partic¬ 
ularly  Allied  aerial  bombardment  aimed  at  trans¬ 
port  and  other  facilities  serving  the  German  high 
command.  But  aside  from  this  loss,  the  whole 
system  of  production  and  distribution  had  been 
distorted  by  the  Nazi  invaders,  who  sought  to  ex¬ 
ploit  systematically  the  resources  of  their  victims 
and  thus  increase  Germany’s  military  potential.  In 
the  process,  working  capital  was  drained  away.  The 
most  crippling  blow  to  European  economy,  how¬ 
ever,  was  the  eventual  breakdown  of  the  transport 
network  because  of  military  losses  and  destruction, 

15.  D.  B.  Copland,  The  Road  to  High  Employment  (Cam¬ 
bridge,  Harvard  University  Press,  1945),  p.  5n. 

16.  A.  C.  Pigou,  “1946  and  1919,”  Lloyd's  Bank,  Review 
(London),  July  1946,  p.  13. 

17.  UN,  Preliminary  Report  of  the  Temporary  Sub-Commis¬ 
sion  on  Economic  Reconstruction  of  Devastated  Areas,  A/ 147 
(Lake  Success),  October  26,  1946. 
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and  the  failure  to  make  repairs  and  replacements. 
All  in  all,  the  decline  of  material  wealth,  the  gen¬ 
eral  dislocation  of  economic  relationships,  as  well 
as  the  drain  on  the  physical,  moral  and  spiritual 
resources  of  Europeans,  were  such  that  the  capacity 
to  produce  was  markedly  reduced.  More  important 
was  the  drop  in  the  productivity  of  labor,  which 
lessened  the  power  to  recuperate. 

If  the  nations  of  Western  Europe  are  again  to  be 
self-supporting  with  a  reasonable  standard  of  liv¬ 
ing,  their  reconstruction  programs  must  envisage 
a  productive  capacity  that  is  larger  and  much  more 
efficient  than  that  of  pre-war  days.  For  the  need  to 
finance  imports  by  exports  is  greater  now  than  it 
was  then.  While  it  may  be  expected  that  the  re¬ 
building  of  domestic  industry  will  lessen  the  de¬ 
pendence  on  foreign  sources  of  supply,  there  will 
nevertheless  remain  many  items,  particularly  food¬ 
stuffs  and  raw  materials,  which  must  be  obtained 
abroad.  But  whereas  in  the  past  the  trade  deficit 
was  offset  by  net  income  on  account  of  services  and 
returns  on  foreign  investments,  this  overseas  rev¬ 
enue  has  been  much  reduced  by  the  course  of 
events  since  1939.  For  Britain,  the  decline  in  inter¬ 
est  and  dividend  receipts  between  1938  and  1946 
amounted  to  ^^95  million  (some  $380  million), 
while  the  revenue  from  services,  such  as  shipping, 
insurance,  and  so  forth,  fell  by  million  ($132 
million).*®  Moreover,  the  British  position  has  been 
made  even  more  difficult  in  the  long  run  by  the 
large  amount  of  foreign  indebtedness  incurred  dur¬ 
ing  and  since  the  war.  In  the  official  Economic  Sur¬ 
vey  for  1947,  it  is  stated  that  the  loss  of  gold  and 
foreign  investments  and  the  creation  of  new  debts 
“implies  a  worsening  in  our  pre-war  capital  posi¬ 
tion  in  relation  to  the  rest  of  the  world  by  nearly 
/6,ooo  millions.”*’  Accordingly,  it  is  estimated  that 
the  volume  of  British  exports  must  be  increased  by 
75  per  cent  over  the  1938  figure  to  cover  the  decline 
of  overseas  income  and  to  service  the  new  debt 
owed  abroad.^®  If  this  goal  is  not  reached,  the  dis¬ 
investment  which  has  taken  place  will  compel  a  re¬ 
duction  in  imports  to  about  two-thirds  of  the  1938 
volume. 

Another  pre-war  creditor  nation  confronted  with 
a  similar  problem  is  the  Netherlands.^®*  But  neither 

18.  New  Yorl(  Times,  October  26,  1947,  citing  calculations 
made  by  editors  of  the  London  Economist. 

19.  Cmd.  7046,  p.  II.  See  also,  Alfred  E.  Kahn,  "The  British 
Balance  of  Payments  and  Problems  of  Domestic  Policy,”  Quar¬ 
terly  Journal  of  Economics,  May  1947,  p.  369,  and  MacDougall, 
cited. 

20.  MacDougall,  cited,  p.  72. 

20a.  The  collapse  of  the  German  economy  has  been  a  severe 
blow  to  the  Netherlands.  Pre-war  trade  with  Germany  through 
Dutch  ports  provided  a  sizeable  income  which  as  late  as  1938 
amounted  to  about  100  million  florins.  The  Dutch  investment 
in  German  transport,  commercial  and  other  enterprise  was  ap- 


that  country  nor  any  other  Western  European 
nation  can  hope  to  achieve  a  viable  position  in  the 
world  economy  unless  there  is  a  large  expansion  o£ 
their  export  trade.  The  productive  capacity  required 
to  attain  this  goal  must  be  created;  foreign  markets 
to  absorb  the  increased  output  have  to  be  found. 
For  several  reasons,  this  latter  undertaking  will 
prove  difficult  in  the  long  run. 

Before  the  war,  the  United  Kingdom  imported 
more  European  goods  than  any  other  country,  and 
although  the  import  surplus  with  the  continent  had 
been  declining  since  1932,  the  British  deficit  in 
commerce  with  Europe  remained  at  about  $500 
million  annually.  Since  V-E  Day,  however,  the 
trade  balance  has  been  reversed,  with  Europe  im¬ 
porting  from  Britain  more  than  it  sells  there.^*  But 
the  foreign  exchange  which  accrues  to  London  is 
inconvertible,  and  thus  the  favorable  balance  with 
the  continent  has  not  aided  Britain  in  financing  its 
deficit  with  the  Western  Hemisphere.  Recovery  of 
European  production  must  be  accompanied  by  a 
revival  on  a  tremendous  scale  of  multilateral  world 
trade,  otherwise  it  is  unlikely  that  continental  man¬ 
ufacturers  will  again  enjoy  a  large  market  in  the 
British  Isles.  The  latter  will  be  able  to  import  only 
to  the  extent  that  the  trade  can  be  financed  by  ex¬ 
ports.  The  same  requirement  must  be  met  by  other 
European  nations  when  foreign  aid  is  no  longer 
available. 

Wartime  changes  in  the  pattern  of  world  trade 
and  industry,  however,  have  created  additional 
handicaps  for  European  exporters.  The  virtual  ces¬ 
sation  of  normal  commercial  relationships  prompt¬ 
ed  many  countries  which  formerly  imported  on  a 
large  scale  from  the  Old  World  to  seek  supplies 
elsewhere  and,  failing  this,  to  expand  the  output 
of  local  industry.  Industrial  development  was  ac¬ 
celerated  in  Latin  America,  the  British  Dominions, 
and  in  the  Middle  East.^^  Much  of  this  increase  in 
industrial  output  was  obtained  by  more  intensive 
use  of  existing  facilities,  the  efficiency  of  which  dc- 

proximately  i  billion  florins,  with  the  profits  and  interest  there¬ 
from  transferred  through  an  excess  of  imports  from  Germany. 
In  1938  this  import  surplus  was  the  equivalent  of  $8i  million; 
the  total  Dutch  merchandise  trade  deficit  was  $207  million.  It 
is  apparent,  therefore,  that  the  national  economies  of  the  two 
countries  have  been  highly  integrated  in  the  past;  in  fact,  about 
one-half  of  Dutch  industry  was  equipped  with  German  machin¬ 
ery.  Sec  Rottcrdamsche  Bankvereeniging,  Quarterly  Review 
(Rotterdam-Amsterdam),  No.  2,  1947. 

21.  During  1946,  Britain’s  export  surplus  with  Europe  aver¬ 
aged  $38.4  million  monthly;  however,  in  the  first  seven  months 
of  1947  imports  increased,  and  by  July  the  trade  showed  a 
deficit  of  $4.8  million. 

22.  League  of  Nations,  World  Economic  Survey,  tg42/44 
(Geneva,  1945),  pp.  91  ff;  B.  D.  Weinryb,  "Industrial  Develop¬ 
ment  of  the  Near  East,”  Quarterly  Journal  of  Economics,  March 
1947*  PP-  47>'99;  and  Department  of  Commerce,  Some  Factors 
in  Post-War  Export  Trade  With  the  British  Empire,  Economic 
Series  No.  29  (Washington,  D.C.,  1944),  part  11. 
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dined  because  of  rapid  depreciation  and  inability 
to  import  parts  and  replacements.  Assuming  that 
the  high-cost  producers  are  not  to  be  supported  by 
extreme  import  controls,  European  manufacturers 
with  superior  productivity  may  once  again  compete 
effectively  in  their  old  markets.  But,  as  the  draft¬ 
ing  of  the  charter  for  a  proposed  International 
Trade  Organization  (ITO)  has  revealed,  those  na¬ 
tions  whose  industrial  development  was  promoted 
during  the  war  are  determined  to  expand  further 
their  domestic  industry  with  the  aid  of  import 
quotas.  Provided  the  ITO  proponents  can  keep 
such  protectionism  within  reasonable  limits,  the 
growth  of  income  from  industrialization  may  result 
in  a  larger  volume  of  foreign  trade.  To  share  in  any 
such  increase,  however,  European  exporters  must 
achieve  a  prompt  and  efficient  restoration  of  their 
capacity  to  produce,  for  one  of  the  most  significant 
developments  during  the  war  has  been  the  enor¬ 
mous  growth  in  American  industry.  As  a  competi¬ 
tor  in  world  markets  this  country  is  a  formidable 
contender  for  trade. 

INTRA-EUROPEAN  TRADE 

For  the  reasons  given  above.  Western  Europe 
will  remain  more  dependent  on  its  export  indus¬ 
tries  than  ever  before;  but  the  current  large  volume 
of  imports  from  other  continents  will  be  reduced 
as  productive  capacity  is  built  up  and  intra-Euro¬ 
pean  commerce  increases.  Prior  to  the  war,  com¬ 
merce  within  Europe  was  of  vital  importance  to  all 
the  participants,  although  Britain  was  less  depen¬ 
dent  on  such  trade  than  the  other  countries.  Every 
other  European  nation  sold  over  one-half  of  its  ex¬ 
ports  within  the  continent,  and  with  the  exception 
of  France,  obtained  a  like  amount  of  imports 
through  intra-trade.^*  As  might  have  been  ex¬ 
pected,  the  ten  highly  industrialized  countries  ac¬ 
counted  for  most  of  this  commerce.  The  agricul¬ 
tural  nations  had  a  much  smaller  volume  of  trade, 
but  their  trade  was  even  more  concentrated  in  Eu¬ 
rope — 85  per  cent  of  exports  and  75  per  cent  of 
imports  in  1935. 

The  war,  however,  has  changed  this  intricate  pat¬ 
tern  of  trade  by  means  of  which  continental  Europe 
was  to  a  considerable  extent  self-supporting.  The 
primary  factors  in  the  situation  have  been  the  de¬ 
cline  of  German  coal  and  industrial  output,  and  of 
foodstuffs  in  Eastern  Europe.  Germany,  which  in 
the  past  supplied  large  quantities  of  fuel,  steel, 
machinery  and  other  manufactures  to  Europe — 72 
per  cent  of  its  total  exports  in  1935 — is  now  trun¬ 
cated  and  its  economy,  particularly  the  Ruhr-Rhine- 
land  industrial  concentration,  is  practically  stag- 

23.  Europe’s  Trade,  cited,  pp.  i5ff. 


nant.  Failure  thus  far  of  the  Big  Four  to  agree  on  [ 
the  terms  of  a  German  peace  settlement  has  made  j 
the  task  of  economic  reconstruction  in  Western  Eu¬ 
rope  more  difficult.  Plant  removals  in  payment  of 
reparation  have  been  much  less  than  was  originally  ; 
planned;  in  the  meantime,  with  Ruhr  coal  output  k 
little  more  than  55  per  cent  of  the  wartime  peak,  | 
the  liberated  countries  have  lacked  the  supply  of 
fuel  which  they  must  have  to  restore  fully  their 
transport  services,  and  to  increase  the  production 
of  electric  power,  steel,  fertilizer,  machinery,  and 
so  on. 

In  western  Germany  there  have  been  acute  short¬ 
ages  of  food,  housing,  and  other  consumer  and 
producer  goods;  accordingly,  recovery  has  been  far 
less  than  what  was  authorized  in  the  Allied  level- 
of-industry  agreement  of  March  28,  1946.^“*  The 
eastern  areas  of  the  country,  which  in  the  past  ac¬ 
counted  for  20  per  cent  of  the  food  supply,  are 
now  incorporated  into  Poland.  The  population  of 
the  combined  Anglo-American  occupation  zones, 
however,  has  been  greatly  increased  by  forced  mi¬ 
grations  of  Germans  from  the  East.  Moreover,  Ger¬ 
many  and  other  European  industrial  nations  ob¬ 
tained  a  part  of  their  food  requirements  before 
1939  through  imports  from  the  Danubian  coun-  I 
tries but  since  the  end  of  the  war  only  limited  I 
progress  has  been  made  in  restoring  the  agricul-  I 
tural  production  of  this  region,  whose  trade  has  j 
been  largely  redirected  toward  the  U.S.S.R.  1 

Unless  and  until  more  food,  housing  and  con-  | 
sumer  goods  are  made  available  to  the  German  | 
workers,  it  is  unlikely  that  their  productivity  will  \ 

increase  to  any  extent.  In  these  circumstances,  it  is  | 

not  surprising  that  London  and  Washington  au-  | 
thorities  have  given  increasing  attention  recently  to 
ways  and  means  of  reviving  the  Ruhr  economy. 
Unless  this  is  done,  the  burden  of  occupation  costs  ) 
will  continue,  while  the  shortage  of  fuel  in  West¬ 
ern  Europe  will  necessitate  further  credits  to  fi¬ 
nance  imports  of  American  coal,  without  which 
recovery  would  be  halted.  The  issues  involved  are 
admittedly  complicated,  for  the  final  decisions  must  j 
take  into  account  the  future  status  of  Germany.  I 
An  ever-present  risk  is  a  resurgence  of  German  / 
military  might  based  on  industrial  revival. 

DOMESTIC  RECOVERY  PROBLEMS 

From  the  point  of  view  of  national  security,  the 
countries  which  were  victims  of  German  aggres¬ 
sion  have  every  reason  to  increase  the  capacity  and 

24.  See  J.  K.  Pollock  and  E.  S.  Mason,  “American  Policy  To¬ 
ward  Germany,”  Foreign  Policy  Reports,  November  i,  1947, 
p.  207. 

25.  Germany  continued  to  draw  on  the  resources  of  this  region 
until  1944. 
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productive  efficiency  of  their  economies.  After 
World  War  I,  the  position  of  Germany  had  been 
strengthened  by  modernization  of  its  system  of  pro¬ 
duction,  while  the  other  major  European  powers 
accomplished  little  in  this  direction.  Moreover,  dur¬ 
ing  the  depression  of  the  1930’s,  the  democratic 
governments  of  Western  Europe  did  not  achieve 
as  rapid  a  recovery  as  the  Nazi  regime. 

In  their  efforts  to  overcome  persistent  unemploy¬ 
ment,  however,  these  countries  resorted  to  more 
and  more  state  intervention,  a  development  which 
was  influenced  by  the  increasing  popularity  of  the 
new  school  of  economic  thought  headed  by  the  late 
Lord  Keynes.  He  and  his  followers  held  the  view 
that  unemployment  resulted  from  oversaving  ac¬ 
companied  by  inadequate  investment  outlets;  there¬ 
fore,  they  contended,  the  proportion  of  the  national 
income  consisting  of  consumer  goods  and  services 
should  be  increased.  More  consumption  and  less 
saving  were  the  main  points  of  their  program. 
They  gave  little  attention  to  the  problem  of  mod¬ 
ernizing  British  industry  and  thus  improving  its 
competitive  position  in  world  markets.  Their  an¬ 
swer  to  the  balance-of-payments  problem  in  the 
early  19^0’s  was  a  policy  aimed  at  maximum  na¬ 
tional  self-sufficiency,  which,  they  argued,  was  re¬ 
quired  if  a  full  employment  program  was  to  be 
really  effective. 

In  official  planning  for  the  transition  from  war 
to  peace  economy,  unemployment,  rather  than 
modernization,  was  again  the  primary  concern. 
Thus,  in  the  White  Paper  on  post-war  economic 
policy  issued  by  the  ^alition  cabinet  in  May 
1944^^  the  emphasis  was  on  measures  to  maintain 
full  employment  once  the  conflict  ended,  rather 
than  on  reconstruction  and  modernization  of  pro¬ 
ductive  capacity  with  a  minimum  of  inflation.^^ 
But  whereas  reconversion  at  the  end  of  World 
War  I  was  accompanied  by  mass  unemployment, 
since  V-E  Day  there  has  been  an  acute  shortage 
of  men  and  materials,  with  a  steady  upward  pres¬ 
sure  on  prices.  Because  of  wartime  austerity,  a  size- 

a6.  Employment  Policy,  Cmd.  6527. 

37.  The  Laborites,  however,  did  contend  that  full  production 
constituted  a  special  problem  which  in  some  industries — par¬ 
ticularly  coal  mining — could  be  solved  only  by  nationalization. 
But  neither  before  nor  since  V-E  Day  has  there  been  anything 
in  British  economic  life  comparable  to  the  Monnet  plan  for  the 
rebuilding  and  modernization  of  French  industry.  This  need  is 
now  being  recognized.  In  France,  the  problem  of  increasing  the 
national  income  has  been  dealt  with  “as  a  problem  in  labor 
productivity  rather  than  one  of  achieving  full  employment.** 
Sec  Edgar  Bcigcl,  "France  Moves  Toward  National  Planning,** 
Political  Science  Quarterly,  September  1947,  p.  384.  Given  the 
shortage  of  labor  caused  by  a  declining  population,  such  atten¬ 
tion  to  productivity— output  per  man-hour — is  to  be  expected; 
but  the  same  approach  must  be  followed  in  Briuin  if  a  higher 
real  income  is  to  be  achieved,  for  in  Britain,  too,  there  is  now 
a  labor  shortage.  In  particular,  restrictive  practices  on  the  part  of 
trade  unions  and  management  must  be  eliminated. 


able  backlog  of  consumer  buying  power  was  cre¬ 
ated;  at  the  same  time,  productive  facilities,  apart 
from  the  armament  industries,  declined.  Such  a 
situation  sums  up  in  a  dangerous  inflationary 
potential;  therefore,  when  the  I.abor  party  came  to 
power  in  1945  it  could  not  respond  to  the  popular 
demand  for  higher  wages  and  shorter  hours  except 
at  the  peril  of  a  breakdown  in  price  controls  and 
rationing.  As  it  is,  the  British  economy  has  been 
characterized  by  “hidden  inflation,”  a  condition  in 
which  purchasing  power  increases  and  although 
prices  do  not  rise  markedly,  money  earnings  buy 
little.  For  a  number  of  reasons — adverse  weather, 
the  coal  shortage,  military  commitments  abroad, 
rising  import  prices,  and  so  forth — the  gap  in  the 
balance  of  payments  has  widened. 

Faced  with  a  mounting  economic  crisis,  the 
Labor  government  is  now  recasting  its  program. 
To  reduce  the  large  deficit  with  dollar  countries, 
further  cuts  in  food  and  other  consumer  goods  im¬ 
ports  were  recently  announced.  Oudays  on  hous¬ 
ing,  factories  and  other  types  of  capital  formation 
are  to  be  slashed  by  £^00  million  immediately  to 
make  more  resources  available  for  export  indus¬ 
tries.^®  Further  measures  to  reduce  the  inflationary 
potential  include  a  tax  program,  announced  on 
November  12,  which  is  designed  to  drain  some 
;^2o8  million  from  the  expendable  funds  of  the 
British  people.^^  In  short,  even  though  the  volume 
of  production  has  already  surpassed  the  1938  level, 
the  international  position  of  Britain  has  been  so 
weakened,  as  pointed  out  above,  that  to  avoid  an 
impending  exhaustion  of  dollar  reserves  more  aus¬ 
terity  must  be  decreed — even  in  capital  formation, 
without  which  the  required  additions  to  productive 
capacity  cannot  be  achieved. 

In  France  and  Italy,  the  situation  is  even  more 
critical  than  in  Britain.  External  reserves  have  been 
reduced  to  the  point  where  not  enough  dollar  ex¬ 
change  remains  to  finance  imports  of  food  and 
fuel,  without  which  a  collapse  of  the  economy  is 
almost  certain.  The  wage-price  spiral  has  not  been 
brought  under  control;  farmers  hoard  their  surplus 
produce  in  expectation  of  higher  returns,  or  use 
grain  to  feed  livestock  which  can  be  sold  at  pre¬ 
mium  prices.  In  general,  there  has  been  a  crippling 
decline  of  trade  between  town  and  country.  Sub¬ 
sidies  to  farmers  and  nationalized  industries  to  hold 
down  prices  have  added  to  the  budgetary  deficit, 
and  thus  the  supply  of  currency.  Some  of  these  out- 

38.  See  New  York,  Times,  October  24,  1947.  Cf.  Jacob  Viner, 
*‘An  American  View  of  the  Bridsh  ^onomic  Crisi*,**  Lioydt 
Bank  Review  (London),  October  1947,  pp.  28-38,  who  thi^ 
that  the  capital  goal  to  date  has  b^n  too  small  and  therefore 
“the  most  discouraging  aspect  of  the  entire  picture.** 

29.  See  G.  S.  McClellan,  “Britain*s  Economic  Problems,** 
Foreign  Policy  Reports,  to  be  published  January  i,  1948. 
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lays,  however,  have  been  reduced  in  recent  weeks 
in  an  effort  to  achieve  some  measure  of  monetary 
stabilization.  But  another  increase  in  wages  has 
been  approved  by  the  French  government,  which 
has  warned  that  a  further  rise  in  prices  will  make 
all  economic  planning  impossible.^®  As  in  Britain, 
it  has  been  necessary  to  reduce  the  volume  of  cap¬ 
ital  outlays,  although  these  are  indispensable  in  the 
fulfillment  of  the  reconstruction  program.^’ 

In  the  Low  Countries,  reconstruction  has  not 
thus  far  reached  such  an  impasse,  although  the 
Belgian  government  recently  announced  that  ad¬ 
ditional  cuts  in  imports  might  be  necessary  in  the 
near  future  to  avoid  depletion  of  its  dollar  re- 
serves.^^  But  if  the  economic  situation  in  Britain, 
France  and  elsewhere  in  Western  Europe  does  not 
soon  show  improvement,  the  process  of  diminished 
capital  formation  for  want  of  sufficient  resources 
to  carry  forward  the  work  of  reconstruction  will 
tend  to  spread.  For  despite  the  low  level  of  activity, 
members  of  the  European  community  remain  in¬ 
terdependent.^^ 

NEED  FOR  EUROPEAN  COOPERATION 

Confronted  with  an  acute  balance-of-payments 
problem,  those  countries  whose  external  reserves 
are  rapidly  vanishing  have  no  choice  but  to  pursue 
policies  aimed  at  more  austerity  and  national  self- 
sufficiency;  but,  as  was  abundantly  illustrated  in 
the  interwar  period,  such  a  course  tends  to  become 
self-defeating.  Moreover,  since  each  devastated 
country  must  more  or  less  rebuild  its  entire  national 
economy,  the  risk  of  uneconomic  duplication  of 
productive  facilities  is  now  even  greater.  Given  an 
almost  universal  shortage  of  manpower  and  ma¬ 
terials  in  the  face  of  an  unparalleled  peacetime  de¬ 
mand,  logic  would  seem  to  compel  the  adoption 
of  a  supranational  system  of  priorities,  if  the  most 
effective  use  is  to  be  made  of  available  resources. 

The  several  national  reconstruction  programs 
have  beeen  developed  because  concerted  action 
within  each  country  was  necessary;  the  lack  of  co¬ 
ordination  between  these  plans,  however,  has  re¬ 
flected  a  failure  to  realize  the  gains  to  be  reaped 
from  a  regional  approach  to  the  common  problems 
of  recovery.  Thus,  while  each  country  has  relied 
on  a  system  of  priorities  to  obtain  greater  use  of  its 
available  manpower  and  materials,  a  comparable 
arrangement  on  an  intergovernmental  basis  has 

30.  New  Yor^  Times,  October  28,  1947,  quoting  report  of  the 
Monnet  plan  group. 

31.  Business  Week.,  October  18,  1947,  p.  iii. 

32.  New  York  Times,  October  30,  1947. 

33.  Thus,  for  example,  Sweden  now  faces  an  acute  balance-of- 
payments  problem  which  is  ascribable  in  part  to  the  economic 
difficulties  of  Western  Europe. 


been  worked  out  only  for  inland  transport,  coal 
and  food  imports.  Accordingly,  rebuilding  the  war- 
shattered  economies  of  Europe  has  been  largely  a 
competitive  undertaking.  It  was  expected  that  the 
Emergency  Economic  Committee  for  Europe 
(EECE),  which  was  set  up  in  June  1945  with  the 
United  States  included  in  the  membership,  would 
reduce  the  area  of  conflict  in  post-war  planning. 
But  in  the  report  of  the  EECE  for  1946,  the  Secre¬ 
tary-General  noted  that  “governments  have  tended 
to  prefer  to  work  out  their  reconstruction  plans  in 
isolation,  confining  their  consultation  with  other 
governments  to  bilateral  discussions  through  diplo¬ 
matic  channels  or  to  intergovernmental  discussions 
on  a  narrower  basis  than  that  of  the  Committee.”^'* 
A  similar  conclusion  was  reached  by  the  UN  Sub- 
Commission  on  Economic  Reconstruction  of  Dev¬ 
astated  Areas  in  a  report  on  Europe  filed  with 
the  Economic  and  Social  Council  on  September  13, 
1946.^'  The  proposal  that  an  Economic  Commis¬ 
sion  for  Europe  be  formed  by  the  Council  was  ap¬ 
proved  unanimously  on  March  3,  1947.^^  At  first, 
however,  this  project  was  opposed  by  the  Soviet 
Union.  Although  that  country  later  voted  for  the 
ECE,  the  outlook  for  fruitful  cooperation  steadily 
declined  under  the  impact  of  the  growing  tension 
between  East  and  West.  In  the  meantime,  eco¬ 
nomic  conditions  in  Europe  rapidly  deteriorated. 
Reporting  to  the  American  people  on  the  abortive 
meeting  of  the  Council  of  Foreign  Ministers  in 
Moscow  during  March  and  April  1947,  Secretary 
Marshall  stated  that  this  country  could  not  await 
“compromise  through  exhaustion,”  which  Stalin 
had  recommended.^’  Fully  aware  that  American 
foreign  policy  objectives  were  in  jeopardy,  Marshall 
in  his  Harvard  speech  on  June  5  promised  further 
aid,  provided  the  European  governments  took  the 
initiative  and  devised  a  comprehensive  plan  for 
maximum  cooperation  and  self-help.  Sixteen  west¬ 
ern  countries  accepted  his  proposal,  while  the 
U.S.S.R  and  its  satellites  rejected  it. 


f 


PARIS  CONFERENCE  RECOVERY  PLAN 

The  four-year  production  program  outlined  in  f 
the  General  Report  which  the  sixteen-nation  ! 
Committee  of  European  Economic  Cooperation 
(CEEC)  submitted  to  Washington  on  September  22 
is  a  signal  contribution  to  effective  mobilization 
of  the  available  resources  of  the  participants.  Plan¬ 
ning  for  a  concerted  effort  to  raise  the  level  of  pro- 


34.  First  Annual  Report  by  the  Secretary-General  of  the  Emer¬ 
gency  Economic  Committee  for  Europe  (London,  HMSO,  1946), 
p.  23. 

35.  See  UN  document  A/ 147,  cited,  pp.  59  and  63. 

36.  Hutcheson,  "International  Agencies,"  cited. 

37.  See  Pollock  and  Mason,  cited,  pp.  210-11. 
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f  duciion  in  countries  which,  with  western  Germany, 
I  have  a  total  population  of  270,000,000  is  no  simple 
I  and  easy  undertaking.  Yet,  in  less  than  nine  weeks, 
I  experts  of  the  CEEC  and  subordinate  technical 
I  committees  on  food  and  agriculture,  fuel  and  pow- 
I  er,  iron  and  steel,  timber  and  manpower,  balance- 
of-payments  problems,  and  finance  have  together 
drafted  a  detailed  program  covering  the  period 
1948-51.  Among  the  principal  output  targets  for 
these  four  years  are  the  following:  a  restoration  of 
pre-war  bread  grain  and  other  cereal  production, 

I  with  even  larger  increases  in  sugar  and  potatoes; 
an  increase  in  coal  output  to  584,000,000  tons,  or 
one-third  more  than  the  1947  level  and  30,000,000 
tons  above  the  1938  level;  an  expansion  of  elec¬ 
tricity  output  40  per  cent  above  1947,  ^nd  a  growth 
of  generating  capacity  to  two-thirds  above  pre-war; 
i  an  oil  refining  capacity  two  and  a  half  times  that 
of  1938;  steel  production  of  55,000,000  tons,  or  80 
per  cent  more  than  in  1947  and  20  per  cent  higher 
1  than  the  output  of  1938;  expansion  of  inland  trans- 

Iport  facilities  to  carry  25  per  cent  more  traffic  in 
1951  than  in  1938;  a  restoration  of  pre-war  mer¬ 
chant  fleets  by  1951;  and  reliance  on  European  pro¬ 
duction  to  supply  most  of  the  capital  equipment 
needed  for  these  increases  in  capacity.^* 

In  analyzing  the  domestic  policies  which  are  nec¬ 
essary  if  this  vast  production  program  is  to  suc- 

!ceed,  the  report  stresses  the  need  for  internal  finan¬ 
cial  and  monetary  stability.  Failure  on  this  score, 
it  is  further  noted,  will  not  only  retard  recovery 
of  production  but  will  also  have  an  unstabilizing 
effect  on  other  countries  by  limiting  and  distorting 
trade,  with  the  result  that  economic  cooperation  is 
made  more  difficult.^’  This  appraisal  of  the  situa¬ 
tion  coincides  with  what  other  observers  have  said 
in  criticism  of  the  monetary  policies  of  some  Euro- 
\  pean  countries;  they  have  pointed  out  that  further 

I  foreign  credits  alone  are  not  the  answer,  for  al¬ 

though  the  strain  on  the  balance  of  payments  is 
eased,  the  underlying  disequilibrium  in  the  domes¬ 
tic  economy  is  not  thereby  corrected. 

To  effect  the  greatest  possible  measure  of  self- 
help,  the  members  of  the  CEEC  propose  to  imple- 
j  ment  their  individual  production  programs  and 
stabilization  plans  by  promoting  greater  intergov¬ 
ernmental  cooperation.  The  Paris  report  points  out 
that  the  various  production  plans  envisage  export 
surpluses  wherever  possible,  with  each  partici¬ 
pant  supplying  in  part  or  in  whole  the  require¬ 
ments  of  others,  thus  reducing  the  deficiencies 
which  are  now  being  met,  if  at  all,  by  imports. 

38.  For  details,  see  CEEC  General  Report  (Washington,  De¬ 
partment  of  State),  vol.  I,  chap.  iii. 

39.  Ibid.,  pp.  26-37.  For  similar  comments,  see  Bank  for  In¬ 
ternational  Settlements,  /7/A  Annual  Report  (Basle),  p.  9. 


But  this  increase  in  intra-trade  will  not  be  realized 
unless  import  barriers  are  reduced.  The  sixteen  na¬ 
tions,  therefore,  have  agreed  that  the  present  abnor¬ 
mal  restraints  on  their  foreign  commerce  should 
be  abolished  as  scx)n  as  possible;  they  also  endorse 
the  principles  set  forth  in  the  charter  of  the  pro¬ 
posed  ITO,  which  calls  for  a  world- wide  reduction 
of  tariffs  on  a  multilateral  basis.  At  the  same  time, 
steps  are  to  be  taken  immediately  to  explore  the 
possibility  of  liberalizing  mutual  trade  through  the 
development  of  customs  unions  in  Europe — a  pro¬ 
ject  which  has  been  supported  by  the  United  States. 
Already,  the  governments  of  Belgium,  the  Nether¬ 
lands  and  Luxembourg  are  working  out  a  trade 
arrangement  that  in  their  case  will  eventually  in¬ 
volve  a  complete  economic  union.  But,  as  the  re¬ 
port  notes,  revision  of  import  controls  to  form  a 
customs  union  “particularly  between  several  large 
and  highly  industrialised  countries,  involves  com¬ 
plex  technical  negotiations  and  adjustments  which 
can  only  be  achieved  by  progressive  stages  over  a 
period  of  years.”'*®  The  problems  involved  and  the 
steps  to  be  taken,  however,  will  be  explored  by  a 
study  group  on  which  all  of  the  participating  coun¬ 
tries  other  than  Norway,  Sweden  and  Switzerland 
are  represented.  Norway  and  Sweden  have  an¬ 
nounced  their  intention  to  consider  separately  with 
Denmark  and  Iceland  the  formation  of  a  Scandi¬ 
navian  customs  union.  France  and  Italy,  as  well  as 
Greece  and  Turkey,  are  now  conducting  bilateral 
discussions  on  this  subject.  Given  the  present  im¬ 
poverished  state  of  Western  Europe,  the  choice  in 
final  analysis  is  either  more  integration  or  more  dis¬ 
organization;  there  can  be  no  real  prosperity  unless 
it  is  shared  by  all. 

FOUR  COOPERATIVE  PROJECTS 

While  the  Paris  committee  rightly  discounts  the 
prospect  of  an  early  integration  of  the  productive 
resources  of  the  member  countries  through  the  cre¬ 
ation  of  customs  unions,  at  the  same  time  it  agrees 
that  in  certain  fields  collective  action  is  an  imme¬ 
diate  possibility.  Four  examples  are  cited.  First,  it 
is  stated  that  “a  series  of  projects  is  being  developed 
for  common  planning  of  the  exploitation  of  new 
.sources  of  electrical  power.”^'  Such  a  scheme  is 
projected  for  the  development  of  hydroelectric  re¬ 
sources  of  the  Alps.  Second,  it  is  proposed  that  the 
participants  seek  to  increase  the  efficiency  of  pro¬ 
duction  by  encouraging  the  standardization  of  cer¬ 
tain  types  of  equipment,  as  for  example,  freight 
cars,  mining  and  electrical  machinery.  Third,  more 
efficient  use  of  freight  cars  through  pooling  is  rec- 

40.  General  Report,  cited,  p.  34. 

41.  Ibid.,  p.  38. 
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ommcndcd.  Finally,  the  high  cost  of  installing  steel 
production  capacity  has  led  to  an  interchange  of 
information  by  steel  producing  countries  regarding 
their  programs  of  modernization  and  extension  so 
that  each  country  may  take  account  of  the  plans 
made  by  others. 

At  best,  however,  these  measures  constitute  only 
a  small  beginning,  particularly  when  contrasted 
with  the  extent  to  which  a  large  part  of  the  invest¬ 
ment  and  output  of  European  industry  was  coordi¬ 
nated  and  regulated  before  1939  by  international 
cartels.  So  extensive  was  the  development  of  car¬ 
tels  in  pre-war  Europe  that  some  proponents  of 
continental  federation  looked  upon  them  as  an  ap¬ 
propriate  institution  to  achieve  economic  unifica¬ 
tion,  provided  their  operations  were  controlled  in 
the  public  interest.  “The  producers,”  Edouard  Her- 
riot  wrote  in  1930,  “have  long  since  recognized  a 
necessity  which  politicians  are  just  beginning  to 
see.”^2 

After  making  allowance  for  mutual  aid,  the  re¬ 
port  sets  forth  a  substantial  list  of  import  require¬ 
ments  without  which  the  four-year  production  plan 
cannot  succeed.  These  imports  are  to  be  obtained 
largely  from  the  United  States,  with  the  result  that 
the  total  deficit  with  this  country  for  the  period 
1948-51  will  amount  to  $15.81  billion.  For  the  same 
period,  the  deficit  with  the  remainder  of  the  Amer¬ 
ican  continent  is  estimated  at  $5.97  billion.  The 
aggregate  needs  thus  are  $21.78  billion,  or  $2244 
billion,  if  the  projected  imports  of  dependent  terri¬ 
tories  are  included.'*^  It  is  indicated,  however,  that 
imports  of  equipment  amounting  to  $3.13  billion 
for  the  four-year  plan  might  be  financed  by  the 
International  Bank.  Moreover,  a  tentatively  esti¬ 
mated  surplus  of  $2.8 1  billion  with  other  nonpar¬ 
ticipating  countries  is  considered  possible.  But  this 
cannot  be  used  to  cover  the  dollar  deficit  of  CEEC 
members  unless  there  is  a  sufficient  flow  of  dollar 
exchange  to  the  nonparticipating  countries. 

The  projected  imports,  however,  will  not  permit 
a  return  to  the  pre-war  standard  of  living.  The 
committee  has  had  to  take  account  of  the  world¬ 
wide  shortage  of  foodstuffs,  and  the  increased  de¬ 
pendence,  therefore,  on  this  country  as  a  source  of 
supply.  But  the  actual  deficit  in  the  period  covered 
may  well  exceed  the  committee’s  estimates,  since  the 
latter  are  based  on  the  questionable  assumption  of  a 
“substantial  and  steady  resumption  of  Eastern  Eu¬ 
ropean  food,  feeding-stuffs,  and  timber  supplies.”^ 

Finally,  a  significant  feature  of  the  four-year  pro- 

42.  Edouard  Hcrriot,  The  United  Statet  of  Europe  (New  York, 
Viking,  1930),  p.  no.  He  considered  condnenul  federation  the 
only  answer  to  the  problem  of  cartels. 

43.  General  Report,  cited,  p.  54. 

44.  Ibid.,  p.  43. 


duction  plan  is  the  part  which  western  Germany  is 
expected  to  play.  The  American  government  has 
all  along  contended  that  there  must  be  a  recovery 
of  production  in  the  occupied  zones  if  Europe  is 
to  be  prosperous.  The  plans  to  increase  Ruhr  out-  ' 
put,  already  mentioned,  are  intended  to  reduce  and 
eventually  eliminate  the  occupation  costs  now  being 
met  by  London  and  Washington.  But  they  have 
also  been  worked  out  in  terms  of  the  need  of  West¬ 
ern  Europe  for  more  German  coal,  machinery,  and 
so  forth.  High  State  Department  officials  have 
said  in  effect  that  the  economic  recovery  of  Ger¬ 
many  is  the  heart  of  the  Marshall  proposal.**’  In 
their  deliberations,  the  CEEC  studied  the  German 
problem,  and  those  members  which  had  been  at 
war  with  the  Hitler  regime  accepted  in  principle 
the  thesis  that  European  recovery  requires  a  larger 
volume  of  production  in  the  occupied  zones.  “Other 
Western  European  countries,”  it  is  stated,  “cannot 
be  prosperous  as  long  as  the  economy  of  the  West¬ 
ern  Zone  is  paralysed,  and  a  substantial  increase  of 
output  there  will  be  required  if  Europe  is  to  be¬ 
come  independent  of  outside  support.”**^ 

COMMUNIST  ATTACK  ON  MARSHALL  PLAN 

International  politics  has  unquestionably  com¬ 
plicated  the  formulation  of  a  European  recovery  ! 
program,  both  with  respect  to  the  future  economic 
position  of  Germany  and  the  probable  course  of 
East-West  trade.  The  Soviet  Union  and  its  neigh¬ 
bors  in  Eastern  Europe  have  not  only  rejected  the 
American  offer,  but  have  gone  further  and  declared  ' 
their  intention  to  oppose  the  Marshall  plan  in  every 
possible  way.  On  October  5  the  (Communist  lead¬ 
ers  of  nine  European  countries  issued  a  statement  | 
in  which  American  policy  was  labelled  “dollar  im-  ( 
perialism.”  To  mobilize  resistance  to  our  aid  pro-  { 
gram,  an  “Information  Bureau”  (Cominform)  has  } 
been  set  up  in  Belgrade.**^  j 

To  translate  this  threat  into  action,  however,  the  i 
Communists  will  undoubtedly  rely  in  the  main  [ 
on  obstructionist  tactics  by  the  party  membership  J 
in  Western  Europe.  In  this  connection,  it  appears 
that  the  current  wave  of  strikes  in  France  and 
Italy  is  part  of  a  concerted  drive  to  block  the  Euro¬ 
pean  Recovery  Program.  For  while  it  is  true  that 
French  and  Italian  workers  have  a  legitimate  griev¬ 
ance  because  of  their  low  standard  of  living,  de¬ 
mands  for  higher  wages  can  be  met  only  at  the 
expense  of  further  delay  in  achieving  financial  and  i 
monetary  stabilization  —  a  fine  qua  non  of  any 

45.  Felix  Bclair,  Jr.,  “Revitalized  Ruhr  Termed  the  Heart  of 
Marshall  Plan,”  New  York,  Timet,  August  12,  1947. 

46.  General  Report,  cited.  Appendix  B,  p.  70. 

47.  New  York  Timet,  October  23,  1947. 
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I  sound  recovery  plan.  Instability  and  inflation  aid 
the  Communists  by  undermining  the  middle  class 
and  thereby  accentuating  the  contrast  between  rich 
and  poor.  Moreover,  the  fact  that  wages  rarely  rise 
as  fast  as  prices  engenders  more  discontent  among 
the  workers.  In  short,  the  worsening  of  the  mon¬ 
etary  situation  is  a  serious  threat  to  social  and  po¬ 
litical  stability. 

Another  weapon  in  the  armory  of  the  left-wing 
extremists  is  the  contention  that  the  CEEC  mem¬ 
bers  are  compromising  their  sovereignty  by  par¬ 
ticipating  in  the  American  program.**®  This  argu¬ 
ment,  however,  is  offset  in  part  at  least  by  the  belief 
of  many  Europeans  that  a  Communist-dominated 
government  would  not  be  entirely  free  of  foreign 
influence.  What  is  perhaps  the  most  fruitful  line  of 
opposition  is  the  assertion  that  the  primary  aim  of 
I  the  Marshall  program  is  a  revival  of  German  pro¬ 
ductive  power  ahead  of  general  European  recov¬ 
ery.^’  But  if  the  demand  of  the  French  government 
that  reconstruction  of  the  Lorraine  steel  industry 
take  precedence  over  that  of  the  Ruhr  is  granted, 
which  seems  likely,  fear  of  a  resurgence  of  German 
military  might  will  be  considerably  allayed. 

Finally,  the  Communists  of  Eastern  Europe  may 
reduce  their  trade  with  the  West.  Actually,  how¬ 
ever,  the  volume  of  such  commerce  continues  much 

!  below  the  pre-war  level.  Devastation  during  the 
war,  subsequent  land  reforms,  and  adverse  weather 
have  retarded  the  recovery  of  production,  and  thus 
automatically  limited  the  surpluses  available  for  ex- 
prt.  Long  before  the  Marshall  proposal  was  made, 
Eastern  European  trade  had  been  largely  directed 
toward  the  U.S.S.R.  One  exception  is  Czechoslo¬ 
vakia,  which  has  maintained  a  substantial  and  fav- 

48.  On  October  31  spokesmen  for  the  CEEC  submitted  an 
aide-memoire  to  the  State  Department,  suggesting  that  coopera¬ 
tion  be  effected  in  such  a  way  that  this  country  could  not  fairly 
be  charged  with  interfering  in  internal  affairs  of  the  European 
nations.  New  Yorf{  Times,  November  i,  1947. 

49.  It  should  be  noted,  however,  that  this  attack  is  not  likely 
to  be  completely  successful,  since  the  terms  of  a  (Jerman  peace 
treat',  as  adviKated  by  Moscow  include  a  strong  central  govern¬ 
ment  and  a  level  of  industry  which  is  actually  higher  than  that 
proposed  by  the  Western  powers. 


orable  trade  balance  with  the  West;  but  this  situa¬ 
tion  will  be  changed  by  the  provisions  of  its  new 
commercial  pact  with  Moscow.’®  Henceforth,  it  is 
reported,  almost  the  entire  output  of  Czech  machin¬ 
ery  and  other  reconstruction  items  will  be  sold  to 
the  Soviet  Union.  The  objective,  according  to  gov¬ 
ernment  spokesmen,  is  to  make  the  Czech  economy 
depression-proof.’  * 

CONCLUSION 

However  well  devised,  the  Marshall  proposal  is 
not  the  final  solution  to  the  problem  of  European 
recovery;  rather  it  is  the  beginning  of  a  construc¬ 
tive  policy  which  will  require  further  implementa¬ 
tion.  A  reasonable  equilibrium  in  the  world  distri¬ 
bution  of  productive  power  has  been  lacking  since 
before  1914;  as  the  result  of  the  events  of  1939-45, 
the  international  economy  has  been  further  dis¬ 
torted.  Only  in  the  Western  Hemisphere  is  there 
an  aggregate  surplus  of  production,  while  the  East¬ 
ern  Hemisphere  is  a  deficit  area  even  for  the  bare 
necessities  of  life.  The  supreme  task  of  economic 
statesmanship,  therefore,  is  not  limited  yo  bridging 
this  gap  in  the  present  emergency;  substantial  re¬ 
sults  will  be  achieved  only  when  the  necessary  con¬ 
ditions  for  long-range  balance  and  stability  have 
been  created.  These  include  continued,  and  more 
generous,  support  of  the  principles  of  the  proposed 
ITO  charter,  in  the  development  of  which  the 
United  States  has  played  a  leading  part.  Pending 
the  adjustment  in  foreign  trade  to  coincide  with 
our  creditor  status,  the  outflow  of  private  capital 
must  be  resumed  to  provide  dollar  exchange  and 
at  the  same  time  to  promote  economic  develop¬ 
ment  abroad.  Only  in  this  way  can  the  United 
States  be  a  stabilizing  factor  in  the  world  econ¬ 
omy;  the  alternative  is  a  repetition  of  what  hap¬ 
pened  in  the  interwar  period. 

■50.  See  New  Yor/^  Times,  November  2,  1947. 

51.  Ihid.,  December  5,  i947-  Tlie  impending  trade  shift,  ac- 
cortling  to  sr>me  observers,  is  really  a  part  of  the  Soviet  counter¬ 
offensive  against  the  CEEC  plan.  See  ihid,,  December  7,  1947. 
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The  Impact  of  Foreign  Aid  on  U.  S.  Economy 

By  Harold  H.  Hutcheson  and  Ona  K.  D.  Ringwood 


In  the  opinion  of  the  President’s  (Harriman) 
Committee  on  Foreign  Aid,  the  United  States  can 
wisely  undertake  a  foreign  aid  program  costing 
about  $5.75  billion  for  1948,  which  in  over-all  terms 
“would  not  even  require  the  maintenance  of  pres¬ 
ent  rates  of  exports.”'  It  is  noted,  however,  that 
the  problem  of  a  “supportable”  program  must  be 
examined  with  reference  to  particular  markets  for 
particular  commodities.  When  this  is  done,  it  is 
found  that  supply  will  be  a  limiting  factor  in  sev¬ 
eral  cases.  Many  European  requirements,  even  after 
they  have  been  scaled  down  to  allow  for  a  slower, 
more  feasible  rate  of  capital  formation,  cannot  be 
fully  met.  Such  items  include  those  for  which  the 
demand  is  greatest — food,  feed,  fertilizer,  steel  and 
steel-making  materials,  most  types  of  machinery 
and  equipment,  and  certain  basic  raw  materials 
(e.g.  cotton). 

FOOD  SUPPLY  PROBLEM 
In  terms  of  the  probable  repercussion  on  the 
American  economy,  the  supply  of  food  is  the  most 
crucial  factor  in  the  situation,  both  here  and  abroad. 
To  meet  what  are  admittedly  minimum  needs  for 
food  and  fertilizer,  the  CEEC  plan  calls  for  im¬ 
ports  from  this  country  totaling  $1.5  billion  in 
1948.  As  late  as  1951,  food  purchases  here  totaling 
$1.2  billion  are  assumed.  For  1948,  grain  supplies 
from  the  United  States  are  put  at  9  million  tons, 
with  16  million  tons  to  come  from  other  sources. 
Even  if  this  quantity  were  available.  Western  Eu¬ 
rope  would  still  be  short  some  10  million  tons, 
since  the  total  estimated  need  is  35  million.  But 
while  the  voluntary  rationing  program  now  in  force 
may  permit  the  shipment  of  about  9  million  tons  of 
grain  to  Europe  in  the  current  year,  only  a  most 
favorable  crop  in  1948  would  enable  this  per¬ 
formance  to  be  repeated.  The  1947  corn  yield  was 
less  by  900  million  bushels  than  that  of  1946,  with 
the  result  that  until  recently  a  large  amount  of 
wheat  was  diverted  to  livestock  feeding.  More¬ 
over,  the  fall  drought  may  well  reduce  the  winter 
wheat  crop  (normally  two-thirds  of  the  yearly  har¬ 
vest),  and  in  that  event  a  part  of  the  current  supply 
of  grain  might  have  to  be  withheld  to  cover  vital 
requirements  next  year.^  In  short,  record  Amer¬ 
ican  exports  of  grain  have  been  made  possible  by 
unusually  favorable  weather  for  the  past  four  years. 
Should  there  be  only  average  weather  for  both 
wheat  and  corn  in  the  next  three  years,  our  grain 
exports  to  all  destinations  are  unlikely  to  exceed  10 
million  tons,  not  all  of  which  would  be  available 

1.  Report  of  the  President’s  Committee  on  Foreign  Aid  (Wash¬ 
ington,  November  1947),  p.  8. 

2.  Ibid.,  p.  E3. 


for  Europe. 

The  present  dependence  of  the  CEEC  members 
on  the  United  States  for  food  supplies  is,  therefore, 
a  highly  precarious  arrangement.  It  must  be  re¬ 
duced  speedily  by  increased  farm  production  in 
Europe  and  elsewhere.  With  this  objective  in  view, 
the  Department  of  Agriculture  is  developing  a  plan 
to  provide  farm  equipment,  seeds,  fertilizer  and 
technical  advice  to  overseas  producing  areas.  World 
population  has  increased  some  200  million  since 
1938,  but  food  production  has  declined.  According 
to  the  Herter  committee,  “it  appears  doubtful  if 
actual  famine  levels  can  be  avoided  in  some  areas, 
and  in  others  the  probable  calorie  level  will  not  be 
conducive  to  economic  rehabilitation  or  political 
stability.”* 

THE  WAGE-PRICE  SPIRAL 

Whether  food  exports  from  this  country  since  the 
war  have  caused  food  prices  to  remain  high  is  de¬ 
batable.  The  Harriman  report,  however,  contends 
that  large  foreign  shipments  during  1946  and  the 
first  half  of  1947  prevented  an  anticipated  decline 
in  agricultural  prices,  “while  the  recent  rise  in  for¬ 
eign  requirements,  coupled  with  short  supplies,  has 
skyrocketed  the  food  market.”"*  Since  food  is  the 
most  important  item  in  the  family  budget,  rising 
prices  bring  quick  demands  for  higher  wages.  Al¬ 
ready,  two  major  wage  adjustments  have  been 
made,  and  these  have  been  followed  by  advances 
in  industrial  prices.  Yet  another  turn  of  the  wage- 
price  spiral  may  be  in  the  offing,  for  on  December 
2  the  CIO  announced  that  it  would  seek  “substan¬ 
tial”  pay  increases. 

In  his  message  to  Ojngress  on  November  17, 
President  Truman  outlined  a  program  to  curb  in¬ 
flation.  As  yet  there  is  no  certainty  that  his  request 
for  controls  will  be  approved.  On  the  contrary,  it 
has  evoked  considerable  criticism,  especially  in 
Republican  circles.  The  national  interest,  however, 
will  be  gravely  endangered  if  the  issues  involved 
are  decided  on  the  basis  of  party  politics.  Unless  a 
stable  and  orderly  domestic  economy  is  maintained, 
the  effectiveness  of  American  foreign  policy  will  be 
seriously  undermined. 

3.  House  (Herter)  Select  Committee  on  Foreign  Aid,  Grain 
Requirements  and  Availabilities  (Washington,  1947),  p.  i.  See 
also.  International  Emergency  Food  Council,  Report  of  the  Sec¬ 
retary-General  to  the  Fifth  Meeting  of  the  Council  (Washington, 
October  1947),  p.  2,  where  it  is  noted  that  "food  production 
this  year  has  declined  in  areas  which,  in  any  event,  would  be 
heavily  dependent  on  imports  while  food  production  has  in¬ 
creased  in  areas  where  much  of  the  increase  is  not  readily  avail¬ 
able  for  export.”  Hence,  it  is  estimated  that  the  volume  of  world 
trade  in  foixl  must  be  20  per  cent  larger  than  last  year  to  main¬ 
tain  the  1946-47  relative  levels  of  consumption. 

4.  Report  of  President's  Committee,  cited,  p.  N6. 


